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The Control of Capital Experts

A. Conditions under which sapitsl exports would be restricted
The purpose of the International Stabilization Fund is %o provide
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growth of international trade. In sccopdance with this purpose, it is not
intended as a general policy to have the resources of the Fund used to

finance an outflow of capital from member countries, :

Just as the decade of the 1920's showed that few countries could
withstand the internal drain om their gold and foreign exchange resources
resulting from widespread conversion of local currency, so the decade of
the 1930's showed that few countries could withstand the external drain
on their gold and foreign exchange resources resulting from capitel flight.
mtdmumm“mdnwmitmmtﬁduﬂﬂ
foreign exchange Tesources of & country should primarily be reserved for
the settlement of international balances on current acecount. In line with
this view, the general policy of the Fund should be togve countries access
to the resources of the Fund only when such resources ére needed to meet
mMMOmecmmﬁ. |

It would be quite incorrect to assume that most capital exports are
prohibited by the Fund's rules or that the policy of the Fund with respect
to capital exports requires the maintenance of exchange comtrols or ex-
change restrictions in all or even the majority of cases. It is recognised
thstm‘ﬂlbewmmtuuinmoddfomsnuplmmm-
tdon and development after the war, and that there will be some countries
whose international economic position will permit them to export capital,
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The provision of capital under these conditions can contribute to the
balanced growth of international trade. It should be noted that capitel
exports of this type are likely to be from cowtries with a eredit balance
of payments to countries with a debit balance of payments, and that they
serve to maintain monetary stability. It is one of the purposes of the
mumunummmummmm
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The conditions under which capital exports may take place fresly are
descrived in the following paragraphs: |

i, c:giulmuotwtmmubplmmrmmm
u&:mmmmumt. The only exception te this
might be the cage where & cowntry has been previcusly experiencing an
unfavorable balance and has sold the Fund more of ite currency than the
Fund preferred to keep. In that event, the Fund might prefer to have
the country employ part of its favorable bulance of payments to purchase
m-mormm'-worit-mm@mgﬂ
with its undertaking significant smounts of capital exports.

2. Some countries with an unfeverable balance of payments could
regard with complete equinimity an eflux of capital of any character
because its holdings of foreign exchange and gold are entirely adequate
hpuﬁtcmntdrdm.'rorm-ph,ﬂu_u.&uﬂdpemtwnb-
stantial and continuous capital exports for a long time even if its
balance of payments turned unfavorable on current account. A number of
countries could permit capital exports which for them woul constitute
ouly & moderate drain on thelir holdings, ; '




- J

3. All countries could permit capital exports which take the form
ﬂnmwmamofmaswumm-ﬁumumm
lag. It has been a common practice in the past, and there is no reason
to expect that it will cease completely in the future, for some foreign
losns to be tied to exports in such & way that the granting of the losn
uﬁmamuhmw.mtmmummum
same magnitude of the loan, '

Countries making loans to other countries with limited foreign
exchangs resources should be very reluctant to make losns in excess of
IMWMMmmmmzm-mm
ated directly or indirectly by the loan, The borrowing countries should
be equally relustant to burden their balance of paymsnts unneeessarily by
berrowing more for a particular project than is required to pay for the
MMhmmumthuw-Mdmwm
secondary effects of the borrowing. HNo country should borrow abroad
merely for the purposes of dosmestic financing.

. e Hmlh,mi:manmtryhamﬁﬂamﬂ.%d“
payments and inadequate foreign exchange resources, the Fund would mot
be disturbed by capital exports from that country if the rate of export
16 small or if the Fund did not have large holdings of that currency or
or if the capital exports were a sporadic or short time phenomena. It
is only when the capital exports sre (a) substantial and (b) sustained
and are motivated chisfly by the desire for possible exchange gain or
higher interest rates, greater security or the avoidance or evasion of
high taxes that the Fund will require a restriction of capital exports
s & condition for receiving aid from the Fund, But it is exactly loans
of this character which should be restricted.
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mnudumtnlugnmcmwhmrmmnthd
and economical security, or speculative profit is clearly undesirable.
Such a flow is particularly disturbing because it is likely to be frem
mmtrmuthndnbitmmoorpqmnutocomtrluﬁthnurd;t_
m«»rm,-mmmwmmmmmmw.'ln-
is not the purpose of the Fund to ecilitate such capital moveaments.

Until the Fund deems a continustion of api.t.alum#thnt
character to be injurious, no restrictive action by the country in ques-
tion over cepital exports need be taken, It is only when the Fund refuses
to continue to sell foreign exchange to the country in question that the
mmwmorammmrwdmnMem
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exchange controls and restrictions. vhere it cannot do so, short of
impesing exchange restristions, then the country will have to restrict
ﬂuﬂmorup&wtﬁmmwammwm
.oont.uh.

Ammonluﬁmormlm'nfthormd'lemm can be
made only against the llhmtiu; It would be guite erroneous t.o’uim
tht:ﬁth’ahm.ofthn'imd, countries could permit uncontrolled
capital out.flol of any character at all times. One needs enly to poiat
to the history of the last 20 years to make clear that controls over
capital movements were adopted in a large number of countries even though
no such institution &s an International Stabilization Fund existed.
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B. Techniques for the contrel of capital movements

‘The International Stabilizetion Fund preposal provides for the cohtrol
orcapitalmmuintnm M,Mwmhnmrm
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economic situation. mmumwwmmm
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ting with member countries seeking to contzol capital exports, by refusing
up.mtc.pimmnmmnhcomMumwau'
measures. It

| Becond, under dertain conditions described above the Fund itself
may require that member countries control capital exports. It may be
mmmnmmuummmm.m
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capacity to fulfill the above sbligations. Th-mrxnmm
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state of its monetary reserves, its balance of payments position, and the
" position of its currency in the Fund, Clearly in some countries no
elaborate system of government organization and control of the exchange
market will be necessary in order to asswre fulfillment of its eoopers~
tive obligation to members of the Pund.

A% a minimum, each country would certainly set wp a system for
collecting information on its balénce of payments position and on
capital movements. Tue receipt of sueh information would be vital to
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_ the proper functioning of the Fund. Bven though it never becomes neces-
sary for a country to prevent a flight of capital, itwh.m
upon recomsendation of the Fund to cooperate with other member countries
in oom.nm:g ‘vapital movements. Such cooperative measures m appropri-
ately include a refusal to accept or permit acquisition of dlpoﬁil,‘:'
mlt“rhmamhbymuomhotwmr.mﬁ m_
nmumummtofmpzmwumtb.m«m- _
government of that country and the Pund. Nember countries, on recommenda=
tm«mm,mmwmmmum-m_w
to the government of any member country full information om all property,
depoeits, mﬁtmmmmammumuumm
country. : N

To supply this current information, most mﬂnhnlto
adopt at all times an adequate system of reporting capital movements,
This is not to be confused with exchange controls. They are two quite
separate thinga. The only countries that would have to adopt exchange
controls are those whose foreign exchange rescurces do not permit a free
and continued export of capital,

- Some countries, foreseeing the need for control of capital move-
watbe; gt reqiley poier potificatin on Snterndtiomal tiwneniiions
in order to keep close control of its exchange position by serutiny of
such internatienal transactions. Such scrutiny of exchange transactions
would not be in econflict with the obligations of the member country unless
if were used in fact a8 & device to impose exchange restrictions on
current inbternational transactions in the guise of a control of the
upil'tu!upihl. Since the imposition of restrictions on current
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international transactions would be contrary to the obligations of a
mmnwmmmﬂtutﬂamwmw
tions to member countries if such scrutiny of exchange transactions were
being used contrary to the purposes of the Fund, '

.Sullothoronmm:wrmdit desirable to set wp a licensing
system to assure an effective control over capital movements. Thus &
country might require that all foreign exchange must be bought and sold
through licensed dealers. !ocmwuldusoldmhuuum
- showed proof that the foreign exchange was necded for the purchase of
goods and services or the payment of interest and dividends or other
mudammﬁlmtm,mmmumoffwm
nﬂmwﬂd_h__mwdmmulﬁomrmmdm
from abrosd, Banks and other institutions licensed to engage in foreign -
exchange operations might not be permitted io increase their foreign |
exchange holdings or holdings of other foreign assets beyond an amount
necessary t0 carry on their normal business operations. The government
night rtqu.‘.ro that any additional amounts of forsign exchange acquired
by dealers dbeyond the amounts nocessary to meet the normal demands of
their customers be turned over to the government,

1% tu not centomplated: that, castyel oF tuternationa) cagtbil Senes
actions or of exchange transactions gemerially will be exercised directly
wthum. mmcmm,itiaawmmtmummhm
buying and selling exchangs will continue to be utilized and that the
Funcd will sell to mesber governments such foreign exchange as they may
Wtomﬁmmormtaonmtm. The
manner of channeling into the exchange merket the foreign exchange sold
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by the Fund is & metter for each member country to decide. While in
mwmmycmdmuﬂbmmdmtm“&m
chanptrumcuon,itmbowmtthammlm
assurances in some instances that the exchange seld by the Pund is in
fact needed exclusively to meet an adverse balance of payments on current
account. |

mmlmummummmldmuimm
may be sumsarised as follows:

_1. idl countries must have proper machinery for reporting capital
novements by type and totals with geographical breakéowns.

2. A number of countries will find it necessary from time to time -
to maintain some form of exchange control.

3. vatthmwmuiuwﬂlhnwmﬁqmn
one time or ancther on the outwsrd movement of cértain types of sapital.
% wmcmmtmutumammicnm_ml
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